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GCI REPLACEMENT LANGUAGE

C. Accumulated Depreciation on Plant in Service at
December 31, 2001

Q) IP’s Position

IP notes that in connection with the inclusion in rate base of capital
additions for projects that had received funding approval from management as of
September 30, 2001, IP also decreased rate base by the amount of accumulated
depreciation and deferred income taxes accruing from January 1, 2001 through
September 30, 2001 on plant that was in service as of December 31, 2000. This
adjustment decreases rate base by $31,899,000 for additional accumulated
depreciation, and by $3,448,000 for additions to the reserve for deferred taxes,
subsequent to December 31, 2000. IP agrees that the need to recognize post-
year accumulated depreciation on plant in service at December 31, 2000 was
originally identified by GCI. IP believes that it went beyond GCI's proposal by
also recognizing post-December 31, 2000 growth in the provision for deferred
income taxes associated with plant in service at that date.

IP asserts that its recognition of accumulated depreciation and deferred
taxes on plant in service as of December 31, 2000, through September 30, 2001,
is consistent with its proposal (accepted by Staff) to include capital additions for
projects that have received funding approval as of September 30, 2001. IP notes
that while these capital additions projects include some expenditures that will be
made after September 30, 2001 on projects that will not be completed by that
date, lllinois Power is not proposing (and Staff has not accepted) inclusion in rate
base of all projected capital additions through June 2002. According to IP, its
recognition of additional accumulated depreciation and deferred taxes, through
September 30, 2001, on plant in service as of December 31, 2000, is reasonable
and consistent with the capital additions adjustment, and should be accepted.

(2) GCI's Position

GCI notes that | P agreed to adjust the depreciation reserve to reflect growth
beyond the end of the test year, consistent with the adjustment to rate base for plant
additions beyond the end of thetest year. GCI argues, however, that the Company’'s
adjustment to the depreciation reserve does not achieve consi stency between plant in
service on the one hand and accumulated depreciation and deferred taxes on the other
hand.

GCI statesthat in contrast to its additions to plant, IP is proposing to recognize
growth in the depreciation reserve and deferred taxes only through September 30, 2001,
which IP proposes as the cut-off date for post-test year plant additions and projects with
funding approval. According to GClI, the adjustment to depreciation reserve and deferred
taxesis not consistent with the plant in servicein rate base, which includes additions
taking place well after September 30, 2001.




GCI argues that the best way to rectify thisinconsistency isto allow pro forma
adjustments for plant in service through afixed date, where pro forma adjustments for
depreciation reserve growth islimited to that same fixed date. As explained above, GCI
recommends that the fixed date be set at June 30, 2001, to minimize distortion to the
determination of rates.

Alternatively, GCI arguesthat if the Commission agreesto adjust rate base for
plant additions “with funding approval as of September 30, 2001”, then, at a minimum,
the depreciation reserve and accumul ated deferred taxes should be adjusted to recognize
growth through the date that the last of those additions actually goes into service.

3 Staff’s Position

Staff agrees with |P's adjustment for depreciation reserve and accumulated
deferred taxes.

4 Commission’s Conclusion

The Commission adopts the adjustment to increase the accumulated reserve for
depreciation associated with plant in service as of December 31, 2000, and the reserve for
deferred income taxes associated with such plant, through SeptemberJduly 30, 2001, as
proposed by HPGCI. The Commission concludes that this adjustment is consistent with
the basis for including capital additionsin rate base, as discussed in the preceding section

of thisOrder. The Commission is persuaded by GCI’s agrument to limit in service plant
additions to the same July 30, 2001 cut-off date in order to prevent the distortion in rate

basethat uneven ad|ustments would qmeratelhe@emmmmetesmaﬁhﬁadjﬂstme%

Commlsson %nm%y approvmi the |ncI usonin rate base of atany ef 1P-s projected
capltal addltl ons not |n servu:e as of thmugh June 30 29922001 Iheeemmjrssenﬂem
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GCI ALTERNATIVE REPLACEMENT LANGUAGE

C. Accumulated Depreciation on Plant in Service at
December 31, 2001

Q) IP’s Position

IP notes that in connection with the inclusion in rate base of capital
additions for projects that had received funding approval from management as of
September 30, 2001, IP also decreased rate base by the amount of accumulated
depreciation and deferred income taxes accruing from January 1, 2001 through
September 30, 2001 on plant that was in service as of December 31, 2000. This
adjustment decreases rate base by $31,899,000 for additional accumulated
depreciation, and by $3,448,000 for additions to the reserve for deferred taxes,
subsequent to December 31, 2000. IP agrees that the need to recognize post-
year accumulated depreciation on plant in service at December 31, 2000 was
originally identified by GCI. IP believes that it went beyond GCI's proposal by
also recognizing post-December 31, 2000 growth in the provision for deferred
income taxes associated with plant in service at that date.

IP asserts that its recognition of accumulated depreciation and deferred
taxes on plant in service as of December 31, 2000, through September 30, 2001,
is consistent with its proposal (accepted by Staff) to include capital additions for
projects that have received funding approval as of September 30, 2001. IP notes
that while these capital additions projects include some expenditures that will be
made after September 30, 2001 on projects that will not be completed by that
date, lllinois Power is not proposing (and Staff has not accepted) inclusion in rate
base of all projected capital additions through June 2002. According to IP, its
recognition of additional accumulated depreciation and deferred taxes, through
September 30, 2001, on plant in service as of December 31, 2000, is reasonable
and consistent with the capital additions adjustment, and should be accepted.

(2) GCI's Position

GCI notes that | P agreed to adjust the depreciation reserve to reflect growth
beyond the end of the test year, consistent with the adjustment to rate base for plant
additions beyond the end of thetest year. GCI argues, however, that the Company’'s
adjustment to the depreciation reserve does not achieve consi stency between plant in
service on the one hand and accumul ated depreciation and deferred taxes on the other
hand.

GCI statesthat in contrast to its additions to plant, IP is proposing to recognize
growth in the depreciation reserve and deferred taxes only through September 30, 2001,
which IP proposes as the cut-off date for post-test year plant additions. According to
GCl, the adjustment to depreciation reserve and deferred taxes is not consistent with the
plant in servicein rate base, which includes additions taking place well after September
30, 2001.




GCI argues that the best way to rectify thisinconsistency isto allow pro forma
adjustments for plant in service through afixed date, where pro forma adjustments for
depreciation reserve growth islimited to that same fixed date. As explained above, GCI
recommends that the fixed date be set at June 30, 2001, to minimize distortion to the
determination of rates.

Alternatively, GCI argues that if the Commission agrees to adjust rate base for
plant additions “with funding approval as of September 30, 2001”, then, at a minimum,
the depreciation reserve and accumulated deferred taxes should be adjusted to recognize
growth through the date that the last of those additions actually goes into service.

3 Staff’s Position

Staff agrees with |P's adjustment for depreciation reserve and accumulated
deferred taxes.

4 Commission’s Conclusion

The Commission adopts the adjustment to increase the accumulated reserve for
depreciation associated with plant in service as of December 31, 2000, and the reserve for
deferred income taxes associated with such plant, through SeptemberJuly 30, 2001, as
proposed by HPGCI. The Commission concludes that this adjustment is consistent with
the basisfor including capl taI additionsin rate base asdi scussed in the precedl ng sectlon
of this Order. , ,
Staff—The proposal by GCl to extend the reserve for depredatlon and the reserve for
deferred income taxes through to the date when the last addition to rate baseis placed in
serviceduhe-30,-2002; should-ret be adopted, because it willweuld-balance IP s post-test
year ad| ustmentsfor pl ant add|t|onsthat were onIv funded as of the June 30 2001 cut-off
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GCl REPLACEMENT LANGUAGE
b. Post Test-Year Plant Additions
Q) IP’s Position

| P proposed pro forma plant additions to its revenue requirement and Staff
evaluated whether these changes are known and measurable. In its evaluation of
proposed pro forma adjustments, Staff used techniques that rely on the avail ability of
certain documents and/or testing of processes to constitute evidence of reasonable
certainty of amounts. The “known and measurabl€’ principle provides a standard by
which to evaluate pro forma adjustments that is reasonable and can be applied in a variety
of situations with a variety of issues and companies.

| P presented evidence of the processes that comprise the devel opment of capital
projects, from identification, initial and final design, costing and funding approval for
plant additions. Staff determined that the key element of the known and measurable
criteriato apply in this docket is the funding approval by management. The funding
approval isthe eement of the known and measurable criteria that, in this docket, provides
evidence of reasonable certainty for amountsin addition to actual amounts expended by
the Company. The projects, for which the Company has provided evidence of a funding
approval, are both known and capable of being measured with reasonable certainty.

The Company and Staff agreed on the pro forma plant additions. Asaresult of
the pro forma plant adjustment, depreciation expense, accumulated depreciation and
accumulated deferred income tax amounts were also adjusted. The Company and Staff
agreed to the adjustments related to the pro forma plant additions.

| P takes issue with the argument of GCI that additions should be limited to those
projects put in service by June 30, 2001. P assertsthat this date is arbitrary and is not
based on any objections to projects. |P further assertsthat it has provided sufficient
evidence to show that all projects either funded or approved by September 30, 2001 are
properly included in rate base.

(2) GCI's Position

GCI arguesthat IP sdistribution plant additions should be limited to those
additionsin service as of June 30, 2001. GCI argues that using this date minimizes
distortions efto the revenue requirement arising from using hilling determinants for the
end of the test year while-and-balaneestheeffect-of recognizing plant additions taking
place after the end of thetest year. GCI assertsthat |P s plant addition adjustments do
not acknowledge other factors such as sales growth and accumulated depreciation
throughout the time period for the adjustments.

GCI further arguesthat IPistrying to include 9 months of plant additions after the
end of the test year while only recognizing customer growth through the end of the test



year. GCI statesthat Staff did not utilize the September 30, 2001 cut-off, date but rather
that was an arbitrary date selected by IP. GCI notes that Staff did not offer an opinion
whether these pro forma adjustments would reflect a balanced view of extending rate
base additions beyond the test year.

3 Staff’s Position

Staff expounds that | P presented evidence of the processes that comprise the
development of capital projects, from identification, initial and final design, costing and
funding approval for plant additions. Staff notes that it determined that the key e ement
of the known and measurable criteriato apply in this docket is the funding approval by
management. According to Staff, the funding approval is the e ement of the known and
measurable criteria that, in this docket, provides evidence of reasonable certainty for
amounts in addition to actual amounts expended by the Company. Staff concludes that
the projects, for which the Company has provided evidence of afunding approval, are
both known and capable of being measured with reasonabl e certainty.

Staff states that the Company and Staff agreed on the pro forma plant additions
and as aresult of the pro forma plant adjustment, depreciation expense, accumulated
depreciation and accumulated deferred income tax amounts were al so adjusted.

4) Commission’s Conclusion

The Commission concludes that P s proposed pro forma adjustmentsto IP's
distribution plant and general plant additionsa .
Having-should be limited to those additions in service as of June 30 2001 Wh| Ie Staff
demonstrated that sl P’ s proposed adjustments were known and measurable, GCI has

demonstrated that allowing post-test year adjustments through September 30, 2001, while

limiting billing determinants to the end of the 2000 test year, would unnecessarily distort
the revenue requirement in this docket, and result in improperly high ratesthereisno
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GClI REPLACEMENT LANGUAGE
e. Deferred tax debit balances
D GCI's Position

GCI arguesthat IP hasincorrectly included several deferred tax debit balancesin
the accumul ated deferred income taxes (“ ADIT” ), which are not investor-supplied funds.
Therefore, ADIT is deducted from plant in service in the determination of rate base, i.e. a
rate base deduction. Including a deferred tax debit balancein ADIT reduces the net
balance of ADIT and increases rate base. Similarly, eiminating a deferred tax debit
increases the net balance of ADIT and decreases rate base.

GCI citesfour instances where it argues that IP has included deferred tax debit
balancesin rate base, despite not deducting the reserves or accruals giving rise to those
deferred tax debit balances from rate base, and demonstrated why those debit balances
should be eliminated from the calculation of the ADIT rate base deduction.

GCl assertsthat IPincluded (1) a net deferred tax balance related to accrued
pensions and benefits and did not deduct any accrued provision for pensions and benefits
from rate base; (2) included a deferred tax balance related to miscellaneous reserves and
did not deduct any accrued miscellaneous reserves from rate base; (3) included a deferred
tax balance relating to accruals for vacation pay and did not deduct the accrual for
vacation pay in excess of actual expenditures from rate base; (4) included a deferred tax
balance related to the interest on tax issues. GCI arguesthat thisinterest on IP s tax
liability is not an eement of the delivery services revenue requirement. GCI notes that
the total amount of these deferred tax debit balances is $12,072,000 and requests their
removal.

GCl also respondsto |P's argument that it is Commission practice to deduct the
entire balance of the reserve for ADIT from rate base without selective adjustment for

individual items by pointing out that the entire balance of ADIT would include a $793.6
million ADIT credit balance related to |P' s gain on the sale of itsfossil fuel plants to
[llinova. If that entire balance was deducted from rate base, |1P' s rates would be
significantly reduced. GCI asserted that IP' s election to selectively adjust the ADIT
balance to remove the credit for the plant sale to lllinova vitiates | P's argument.

(2) IP’s Position

IP notes that GCI proposed to remove from the reserve for deferred
income taxes the debit balances for four items in the deferred tax accounts. In
the determination of rate base, the accumulated reserve for deferred income
taxes is deducted, thereby reducing the size of rate base. IP notes however, that
deferred tax debit balances reduce the size of the overall deferred tax reserve (in
contrast to credit balances, which increase the size of the deferred tax reserve).
IP asserts that by removing certain deferred tax debit balances in the calculation



of rate base, GCI's adjustment would have the effect of increasing the amount of
the reserve for deferred taxes, and therefore decreasing overall rate base.

IP argues that it has not been the Commission’s practice to determine the
components of the deferred tax reserve to be deducted from rate base on an
account-by-account basis. IP asserts that the Commission has simply deducted
the entire deferred tax reserve from rate base. IP argues that the entire balance
of the reserve for deferred taxes should be deducted from rate base, without
selective adjustment for individual items.

(3)  Staff's Position
Staff agreeswith 1P that GCI’ s proposed adjustment is inappropriate.
(4) Commission’s Conclusion

The Commission concludes that entire-balance-of the reserve for-deferred-taxes
sheould-be deducted-from-rate-baseit is appropriate to review and adjust the reserve for
deferred taxes. In fact, P itself has removed a substantial $793.6 million ADIT credit,
contradicting its position that the entire balance of reserve for deferred taxesis ordinarily
deducted from rate base without adjustment. Therefore, the Commission concludes that
GCl’s four proposed ad|ustments for atotal rate base reductlon of $12 072 000.i is

appropriate.

|
eatesal

3. Commission Conclusion on Rate Base

Giving effect to the adjustments to rate base approved above, the Commission
concludes that the Company’s delivery services rate base is $789,590676,376,000. The
rate base may be summarized as follows:

000

Plant in Service $1,602,3791,423,626
Depreciation Reserve (659,098581,487)
NET PLANT 943.281842,139
ADDITIONS TO RATE BASE:

Non-AFDUC CWIP 5,592
Depr. Reserve Contrib Electric Distribution 2,870
Working Capital 9,099

DEDUCTIONS FROM RATE BASE:

Reserve for Deferred Income Taxes (36#603179,675)




Customer Deposits ( 2,044)
Customer Advances for Construction ( 1,032
Unamortized Pre-1971 ITCs ( 573)

RATE BASE $-789;590676,376
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GCI REPLACEMENT LANGUAGE

6. Amortization Rate of Intangible Plant
a. GClI's Position

GCl asserts that the amortization for intangible plant included in the delivery
services revenue requirement should be reduced. As of December 31, 2000, the balance
of intangible plant in service was $63,479,000 and the accumulated amortization of that
intangible plant was $49,696,000; therefore, the net balance of intangible plant subject to
amortization as of that date was $13,783,000. The annual amortization expense requested
by IPis $5,659,000. GCI states that at this rate of amortization, the net intangible plant
will be completely amortized approximately 2.4 years after the end of the test year and
only 13 months after DST ratesarein place. GCI assertsthat if the rates arein effect
beyond that time, P will be collecting in rates for an expense that it is no longer
incurring. Thus, GCI concludes that the amortization of intangible plant included in the
ddivery services revenue requirement should be modified to more accurately match the
amortization expense to the value of the plant. GCI recommends that the remaining net
balance as of May 1, 2002 be amortized over three years, resulting in annual amortization
of $2,079,000 on embedded intangible plant as of December 31, 2000, which is
$3,580,000 less than the amortization of the embedded intangible plant requested by | P.

GCI notesthat |P stotal gas and dectric balance of intangible plant as of the end
of 1997 was $84,394,181. Even if new plant is added, GCI argues, this existing plant
will be fully amortized by 2003 because it has an amortization life of five years.
According to GCI the only balances | eft to be amortized will be additions from 1998
forward. GCI assertsthat, in calculating its amortization expense, IP hasfailed to
recognize that amortization of pre-1998 vintages will be expiring as the amortization of
new additions begins. GCI calculated the additions to intangible plant allocable to
eectric digtribution operations for 1998, 1999 and 2000 to be $2.6 million, $0.5 million,
and $1.9 million, respectively. Assuming that the additions to intangible plant continue
at therate for 1998, 1999, and 2000, GCI argues, the average rate of additionswill be less
than $2 million per year. GCI believes that the amortization of intangible plant in 2003
will be much closer to the pro forma amortization expense proposed by GCI than to the
amount P is proposing.

b. IP’s Position

I P opposes GCI’ s proposed reduction in amortization expense for intangible plant.
| P argues that this proposal must be rejected for at least two reasons. First, IPis
continuing to add intangible plant. In thiscase, IPis proposing intangible plant capital
additionsto distribution rate base totaling $7,235,000 (as contrasted to a net amount of
intangible plant in service at December 31, 2000 of approximately $13.8 million).
Therefore, IP does not expect to reach afully amortized level of intangible plant in the
foreseeable future. Second, IP claims the appropriate amortization rate should be



determined based on the useful life of the asset being amortized, not on the frequency of
the utility' srate case filings. |P assertsthat GCI has made no showing that IP's
amortization rateisinappropriate based on the useful lives of itsintangible plant assets.

In addition, 1P notes that GCI’ s proposed adjustment isrooted in a concern that IP's
existing intangible plant will be fully amortized by about June 2003 and that from that
point until the next DST rate case, customers will pay rates that include an amortization
expensethat IPisnot incurring. IP arguesthat GCI is pursuing a selective approach in
that between the date of this Order and the next case, IP will probably incur a variety of
increased costs, yet GCl would not agree that adjustments should be made to the revenue
requirement established in this case to take into account cost increases | P may experience
in 2003.

C. Staff's Position

With respect to GCI’ s proposed adjustment to intangible plant amortization
expense, Staff notes that, from atheoretical standpoint, the appropriate amortization rate
should be determined based on the useful life of an asset, regardless of the frequency of
the utility' srate casefilings.

d. Commission’s Commission

The Commission concludes that GCI’ s proposed adjustment must-berejectedis
properfor-at-teast-threereasons. First; GCI’s adjustment is essentially premised on the
completion of amortization of |P sintangible plant balance at December 31, 1997, by the
end of 2002, and the balance at December 31, 2000, by mid-2003;. and-deesroet GCl's

prosed annual amortization of $2,696,000 recognizesthat 1P isand will be continuing to
add intangible plant_ on an annual level similar to the $2.6 million, $0.5 million, and $1.9

m|II|on added for 1998! 1999! and 2000! rgectlvelg GGI—&aHempHeshe»MhaPeven

intangible plant that is consi stent with the evidence, that avoids distortion resulting from

the unusually high level of investment in 1997, and assures full recovery of intangible
plant investment.
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GClI REPLACEMENT LANGUAGE
7. Injuries and Damages Expense
a. IP’s Position

During the test year, IP recorded a $5.5 million accrual for liability exposure for
injuries and damages expense in connection with three pending or potential litigation
clams. IP submitsthat creation of this accrual was cons stent with Statement of
Financial Accounting Standards No. 5, Accounting for Contingencies (“SFAS5”). SFAS
5 states that an estimated loss for a loss contingency should be charged to expense, and a
liability recorded, if both of the following conditions are met: (1) information available
prior to theissuance of the financial statements indicates that it is probable that aliability
has been incurred at the date of the financial statements, and (2) the amount of the loss
can be reasonably estimated. 1P recognized an expense for these three claimsin
December 2000 because it was probable that a liability had been incurred and IP could
reasonably estimate the | oss.

Initially, 1P proposed to include the jurisdictional portion of the $5.5 million
amount in test year expenses as a legitimate and necessary operating expense. However,
in response to questions raised by GCI about the resulting test year leve of Injuries and
Damages expense in relation to the levelsincurred in recent years, | P proposed to
amortize the $5.5 million accrual over athree-year period. IP states that the three-year
amortization period is based on two factors: (1) The DST rates established in this case are
expected to be in effect for approximatey three years (early 2002 until early 2005);
therefore, the expense would be fully amortized by the time new DST rates are
established; and (2) litigation matters such as those for which the accrual was established
can take two to five years to be brought to resolution. IP states that removing the accrual
expense from test year expenses and amortizing the amount over a three-year period
resultsin a net reduction to operating expenses of $3,225,000.

I P contends that GCI’ s objection to any recovery of this expense, which is based
on the argument that 1P should not be allowed to include both actual claims paid and
accruals for future claims payments in the test year, ignores the relevant accounting
requirements, and should bergected. P disputes GCI’s argument that allowing recovery
of both actual claims payments and SFAS 5 accrualsis “double recovery.” IP
characterizes GCI’ s argument that 1P should not be allowed to include both actual claims
paid and accruals for future payments as a red herring because, according to 1P, both the
current period payments and the accrual are current period expenses. |P explains that
SFAS 5 requires the recording of a current period expense when it is probable that a
liability has been incurred and the amount of the loss can be reasonably estimated. Since
the $5.5 million accrual isacurrent period (test year) expense, IP argues, it is
appropriately recognized in setting rates.

| P acknowledges that recording the expense for the $5.5 million accrual resulted
in an unusually high total level of Injuries and Damages expense in 2000 as compared to



prior years; |P states that it appropriately addressed this fact by agreeing to amortize the
$5.5 million accrual over three years.

b. GClI's Position

GCl assertsthat the injuries and damages expense proposed by IP should be
reduced. GCI contendsthat IP's proposed injuries and damages expense component for
the test year is considerably higher than the injuries and damages charged to Account 925
in the past. GCI contends that this proposed injuries and damages expense includes both
actual claims paid and an accrual for future claims, including a $5.5 million accrual asa
reserve for potential clamsthat 1P recorded in 2000. GCI accepts the injuries and
damages expense for claims that have been actually paid, but contends that the accrual
should not be included in the injuries and damages expense. According to GClI, this
would constitute double recovery. GCI notes that this accrual is areserve for potential
future clams, not claims that have already occurred, and that this accrual is incons stent
with the typical methods used by 1P to compute this expense. Sinceit isatypical for IPto
recover both the $5.5 million accrual and claims actually paid in the test year, for injuries
and damages, GCI argues, the $5.5 million accrua should be completely removed from
the test year. GCI also arguesthat |P's proposal to amortize the $5.5 million accrual over
athree-year period should be rgected. GCI also states, however, that if the Commission
chooses to phase in the accrual over three years, then in the future, there should be arate
base deduction for the accrued liability in excess of claims actually paid; the accrued
liability (or reserve) would represent the cumulative recovery through ratesin excess of
amounts actually paid.

C. Commission’s Conclusion

The Commission concludes that IP' s proposal to remove the $5.5 million accrual
for litigation claims from test year operating expense and amortize this amount over a
three-year period should be accepted. GCI’s proposal to disallow the $5.5 million
expensein its entirety should be rgected. The Commission reects GCI's
characterization that 1P is seeking double recovery. There appears to be no dispute that
|P has properly recorded the $5.5 million accrual in 2000 in accordance with the
requirements of SFAS 5, and that the $5.5 million amount is a current period expensein
2000, just like claims actually paid in that year. The Commission concludes that has IP
properly responded to the unusually high level of expenses recorded in Account 925 for
2000 by removing the $5.5 million accrual from test year expenses and amortizing it over
three years._ The Commission also agrees with GCI that there should be a rate base
deduction in the future for the accrued liahility in excess of claims actually paid, because
the accrued liability (or reserve) in excess of what is actually paid in claims would
represent the cumulative recovery through ratesin excess of amounts actually paid.
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GCI REPLACEMENT LANGUAGE

B. Allocation of Miscellaneous Revenues to Customer Classes
1. IP’s Position

It is|P s postion that the largest categories of miscellaneous revenues are
forfeited discounts, equipment rentals, and service activation fees — these three categories
account for about $7.9 million of the $9.4 million of test year miscellaneous revenues. |P
states that forfeited discounts (i.e., late payment charges) and service activation fees were
allocated directly to the customer classes to which the forfeited discounts and service
activation fees were billed, resulting in 66% of the total forfeited discounts and 95% of
the service activation fee revenue being allocated to the resdential class. |P states that
equipment rental revenues were allocated to the non-residential customer classes because
these rental revenues come from large customers renting transformers, customer
substations and customer metering equipment. Under IP' s approach, no equipment rental
revenue was allocated to the residential class because residential customers do not need
to rent this type of equipment.

IP claims GCI’ s reasoning that a portion of equipment rental revenues should be
allocated to the residential class because the costs of transformers and substations that IP
rents to customers are recorded in accounts that are allocated to theresdential classis
incomplete. 1P claimsthat the costs of the plant investment and related expenses are
allocated to the customer classes, including residential, on the basis of their respective
cost of service responsbilities. In IP sview, this produces afair allocation of the
underlying costs, which the Company avers GCI did not challenge. 1P arguesthat the
non-residential classes, in particular the demand-metered classes, make a contribution to
recovery of their allocated share of these costs through the payment of rental revenues.
| P asserts that residential customers do not rent this equipment, and therefore the
residential class does not make any contribution to its allocated share of these costs
through the payment of rental revenues. 1P believesit has appropriately allocated the
equipment rental revenues to the customer classes that pay the rents (i.e., non-residential),
since these rental payments reduce the amount of these classes' revenue requirement
responsibility that must be recovered through the base distribution rates.

According to IP, it appears that GCI witness Smith re-allocated all miscellaneous
revenues (i.e., forfeited discounts, service activation fee revenues, etc.) based on the
amounts of distribution operating labor that were allocated to the customer classes, even
though GCI only raised an issue with respect to the Company’ s allocation of equipment
rental revenues. |P assert that thisisan additional reason to reject CUB/AG’ s allocation
of miscellaneous revenues.

2. GClI's Position

GCI states that |P proposes to assign miscellaneous revenues according to which
customer class generated the revenues. It is GCI’s position that the underlying driver of



the revenues, however, is not the class that pays them, but the service that givesriseto
those revenues. GCI claims that the services the Company provides that giveriseto the
miscellaneous revenues are largely provided by Company employees and/or by Company
equipment. GCI assertsthat IP s method creates a mismatch between the allocation of
the underlying costs and the allocation of the revenues produced by those costs.

According to GCI, IP allocates equipment revenue, which represents the majority
of miscellaneous revenues, according to the classes that paid the rental fees, instead of
according to the classes that were allocated the underlying equipment expenses. GCI
claims that IP concedes that some of the cost of transformers, a typical piece of
equipment from which IP collects rental revenue, is allocated to the residential class.

GCI claimsthereis an inconsistency in the Company’s COSS and, as aresult, GCI
adjusted it to reflect an allocation of revenue on the same basis as the Distribution
Operating Labor expense.

In response to IP's argument that the non-residential classes, in particular the
demand-metered classes, make a contribution to recovery of their allocated share of these
costs through the payment of rental revenues, GCI claims that the residential class does
not use the equipment that is rented to demand-metered customers, and therefore would
not have any responsibility to contribute to the use of that equipment. GCI states that
whilethe resdential class does not use the equipment that generates the rental revenue, it
is allocated a share of the underlying costs of the equipment that generates the revenue.
GCl assertsthat if the Company’s proposal were adopted, the residential class would not
see any benefit whatsoever from the costs it was allocated for this equipment.

3. Commission’s Conclusion

Having reviewed the record and the arguments of the parties, the Commission
finds HRGCI’ s proposed method of all ocating miscellaneous revenues to be reasonable
and adopts that method for purposes of this proceeding. The Commission eannet-accepts
GCl’ s suggestion that a portion of equipment rental revenue should be allocated to the
resdentia class. The Commlsson does not accept Aas IPstaI&, mﬁiypreaLlyJehe

Hland—theceteﬁethat the rental revenuefrom transformatlon equi pment should be

allocated to the demand metered class only. These rental revenues reduce the amount of
revenue responsbility that must be recovered through the demand metered distribution
base rates. The Commission finds GCI’ s proposed all ocation methodol ogy weute-results
in HApreper-more consistent allocation of revenue responsibility between customer
classes. The Commission finds that GCI properly recognizes the inconsistency produced
by [P srate design. Therefore, the commission has adjusted the Company’s COSS to
reflect an allocation of miscellaneous revenue on the same basis as the expense.




APPENDIX H



GCI REPLACEMENT LANGUAGE

8. Use of Electronic Signatures for Customers — RES
Letters of Agency

a Staff’s Position

In this proceeding, Staff raised an issue regarding whether 1P should permit
electronic signatures (as compared to “wet” signatures) to be valid for customers
“dgning” an LOA. Staff recognized that its proposal raised issues that might be better
resolved in aworkshop process and suggested that such a process be initiated for
interested parties.

b. |P’'s Position

Whie|P has some concerns about the use of e ectronic signatures (including their
legality given the current wording of various applicable statutes), it is not opposed to
them in the abstract and iswilling to work with Staff in workshops to resolve various
issues surrounding their use.

C. GCl's Position

GCI agreed with Staff witness Schlaf’ s testimony that an electronic Signature
should be sufficient to authorize an LOA under Section 2EE of the Consumer Fraud and
Deceptive Business Practices Act. GCI argued that both the Illinois Electronic
Commerce and Security Act (“ECSA”) and the federal Electronic Signature in Global
and National Commerce Act (“E-Sign”) allow for the use of eectronic signaturesin the
context of signing an LOA. GCI also argued that Section 2EE of the Consumer Fraud
and Deceptive Business Practices Act does not specifically limit authorization to a
physical writing, but that the verification provisions of both ECSA and E-Sign are

necessary to ensure that the LOA is properly authorized.

d. mmission’ nclusion

The Commission agrees with GCI’s analysis that both ECSA and E-Sign alow
for electronic signatures to be accepted in the place of physical, or “wet”, signatures, and
therefore that both Actslegally alow a Section 2EE LOA to be authorized by electronic

signature. However, the Commission also agrees with GCI’s concern over the
verification proceedures to be used in the context of authorizing an LOA. None of the

parties have been able to provide a comprehensive set of rules to govern the methods and
verification procedures to ensure that an eectronic signature isin fact unique to the
consumer to which the electronic signature is attributed. The parties can only agree that

the Commission should mandate workshops to investigate this verification issue.
In light of the consensus among those parties who provided testimony on this

verification issue that thisissueis better addressed in workshops, the Parties
recommended that the Commission should not attempt to resolve thisissue at thistime




but rather permit the parties a chance to resolve this matter informally. The Commission
agrees with the position of the Parties and shall allow thisissue to be investigatedresolhved
through the workshop process with the understanding that the parties should produce,

arrive-at-apreeess usng the verification requirements of ECSA and E-Sign as atemplate,
a set of rules governing the te-implementation and verification of electronic signatures

subject to the Commission’s approval.







